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TKR Peime | Minister called me today to solicit our views on possible a 
Troy Gexmangfinancing assistance for second seven year plan. Said: ° 
 G&man4delegation currently in: Tehran had told GOI that they c 
RMR - willing? provide financing assistance for both second and follow- C 


on thifd plan. Since third plan only in embryo stage, 
Prime Minister confident no conflict interest would exist in i 
accepting German assistance during post:1962 period. However, ho 
in view extensive US assistance for second plan projects, he ; 
felt some possibility conflict might arise and therefore wished p3 | 
ascertain US views general subject before entering concrete “ds 
discussions with Germans. Said it would be his personal CO} 
preference avoid riding two horses in financing projects ae 
remainder second plan period but recognized sharing financing 
burden might be beneficial both US and West Germany. Added 
that if agreement were concluded with Germans for Financing® 
assistance, it would be within overall public investment & 
limits set in stabilization program. 


Sy 


Cc 
. 


a 

In reply I said that discussions had been going on for age Ay 

time between US and West German Governments. re general S © 

subject increased German financing assistance undetrieveFoped 
countries and I would refer his question. Washington wi 
anticipation receiving speedy reply. 

Comment : E> 
Financing gap at least.$40 milion still exists in deneed + 
including on project basis uncovered rial costs ‘Dez and certa 
road segments, Fuman tunnel, and number projects in education 

health and municipal sectors. GOL-German conversations here Fs 
poe Prime Minister's ec today eee event RRPOUCTION Fi WEG. | 
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DIF ‘SENT DERARIMENT 1085, REPEATED INFORMATION BONN 5. C3 
INR Embassy $s telegram 1083. ty 
TRSY | ° 
RMR Daniel, head German economic mission now here, has confj{rmed C 
to us that his delegation has expressed to GOI West Germany's C | 
willingness to assist in development Iran, either by financ- - | 
ing by Federal Government or ‘by supplier credits to Iranian ce | 


private sector. Daniel said West Germany, ready to help with nS 
third plan or in projects remaining in. second plan. German i 
assistance would not necessarily be tied to German products 
or German technical. aid but could even be applied to projects Oo 
already under way with participation non-German western cone a 
tractors. Delegation had resisted Iranian pressure for lun} 
sum aid and had firmly stated West German willingness to hé¥p 
only in connection with specific projects. According to Dan- 
iel question of possible:West German assistance to Iran was 
discussed with USG during. recent visit by him to Washington. 
. . ae 
Hasan Ali Manwur, head for Iranian team in discussions with 
‘ Germans, has told us Germans do not expect authorization .to 
enter into specific commitments for aid for at least 4 or 5 
months and -thgt GOI anticipates use of German aid in connec- 
-‘cion with third plan rather than in remaining. life of second = 
plan. Expressed hope that assistance needed in .connection a 
with remainder second plan could be obtained from US sources, 2 
notably DLF. . = 
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SENT TO: Amembassy TEHRAN PRIORITY 


RPTD INFO: Amembassy BONN 14 ] 2 . 
Embtels 1083 and 1085. 
Assuming possible German aid to GOI sufficiently long-term and within 
overall public investment limits envisaged by stabilization program, we 


would welcome German sharing our financial burden in Iran. 
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SENT DEPARTMENT 1096; REPEATED INFORMATION PRIORITY BONN 6 ee 
“a 
Reference: EMBTEL 1083 — 
C 
-As German delegation scheduled to dats February 28, would co 
appreciate reply to reference telegram soonest. CO 
a 
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Neceots RPTD DOs Ancnmbessy TEHRAU 6-4. oe} ee ee, 
- INR DLF ned Acenbassy PARIS 6-455 ee 
CIA PR Bree, . : 
set BEE : Paris ror USRO. ; hee 
BMR - Ref, Dept Ga343)Rptd Tehran Coll) 


In discussing FedRep aid plens for Ivan, Fonbif and Econliin officisla ~ 
revealed that Iren Govt had submitted dieing: kzax week June 5 list seven 
projects in response earlier Gernon offer provide findneial assistence, Ho 
tine. yet to exanine projects, but Fonoff rep stated they being studicd on 
"urgent basis. in order permit credit negotistioas with Iranions begin in Dorn | 
. gbout. nideJuly. If study not cotpleted in tice, Iranian talko would have to (jy. 
.- be postporied until after. September because of suner holicays and canky fallow — 
-, @lections. - PonGff rep therefore anxious keep to July. schedule, expressing ©). 
"gone concern.” over Ixanian political ond. econonic situation and condéyuent. —- 


~~ . depdrability prompt action provide financial assistences ee a 


-G/8800"VZ98 


: - FedRep officials stated 23 200 nillion nexima ercdit to be obrerdd y' 
| -°» glthough Iranians not yet informed and officials here very sensitive army 
-- pention apecific anount in advance talkde Officiols also indicagef that. 
credit terms would depend on nature indivicusl projects to be if need, Eb 
believes it lilely, however, these gould not be far out of line with present 
_ pattern for other Afi! Fund loans: roughly 15 to 20 yeara anortization with me 
- possibility three to five years? grace period, and about 3 per.cent interest 
.. on infrastructure projects and up to 5.:; per cent on ‘sgonnercial ventures. .. Ob a 


SoH 


Ye believe Iranion case provides excellent opportunity to put into ; 

- practice our frequently professed desire to coordinate aid activities closely | 

_ with FedReps In vicu obviously deteriorating situetion in IransFedfep would | 

_ certainly velcone opportunity to hear UsS. thoughts on how eid activities : 

night best be tailored to neet present situation and Gangerse Thus we PEC i 

thet ve be provided with nore information on the plans and objectives fox 

“. U_ Se Bid prograns in Irene Discussing this kind. of infornation vith Feghy 

‘48 not Likely to result in any increase in the level of oid under considesg 

- for Iran (ises Ti 20 pillion) but such discussion could influence in 0 Ey 

beneficis! way the type of projects financed as vell as tining and tern te 

More fundanentally, if wo expect the Germons to cooperate Closely with i 

- meeting specific and frequently urgent aid requironents (46¢— Indio, Paligkan, 

Brazil and Bolivie), there is going to have to be a lot of give and tal:gge 

- rhidafoppaiietepe tabi ich GR NEPR CORT EP EROS wit iteB OF 2 iB A Pas oe 
TKCTION Y—0G ONCSTS Tanai AGr 1 GN HIOe oy =; Pada flit pOUCH Br ae Bre, Bn ; palin 
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end probably iain the offectivences of the efforts If ve wish to develop a close 
working relationship with the redien in aid matters, ve sre going to have to do much 
' more than is envisaged in refeirgran, 1eGe siaply %o aor what they are going to do) and” 
~——when without giving anything in returne re 
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We note that Iran is included in the list of intended beneficary 
countries of the KfW Loan Fund for 1961 and 1962. The US is making a 
major effort, including financial assistance, to support the new GOI, 

, It would be most helpful, therefore, if we could be informed in specific 
detail of Germany's financial plans for Iran, particularly the time any 
possible aid might be forthcoming and including terms, interest rate, etc. 


In making inquiry assume you will avoid giving impression Iranian 

need has priority over other cases now under consideration, — Ff ; a 

N 

-P 

e 

O 
oO | 
cK 00 
RUSK BC 
=o 
O] 

Datired I 

(Offices N 

Only) : ae 

0) 

(fhe) 
ae: CONFIDENTIAL po aly : 
Classification pie oe 3 
5 nos a YY irgram transmission an é , : 

oe Gr" ganinaiten approved oA : Z Rabe hae Ming a i oN 
‘ ae 7 “\ , 


NEA:GTI2JOMikios ie sm AL 1/61 3 
* REPRODUCTION FROM ‘THIS COPY. 1g \ 


ars 3 ‘ 
~ Mr. oe FN ~ Mr. ne. ED = Mre te s 1s: ¢ CR: ” PROHIBITED UNLESS “UNCLASSIFIED” ve 
| | othe eas ioe ~ 
a7 MAY 81 Wer AM : 


- DECLASSIFIED 


‘Authority # NND 949553 
[By _1@ NARA Date 1//¢ | 


OUTGOING TELEGRAM Department of State Pa gil 
Oe O cottecr 4961 JUN 28 PH 9 i4 
pets CONRIDENTIAL : 

Classification " 
oer SENT TO: Amembassy BONN I3 $2- > 
Infos RPTD INFO: Amembassy TEHRAN 72 3B y 


Amemtesey ROME (BY POUCH) 
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Bonn's G=Ik 09, rptd. Tehran G-4. 

In view German interest and apparent willingness help Iran, you should make 
following points with appropriate FedRep officials: 

1. Our judgment Amini represents best and possibly last chance for moderate 
progressive govt in Iran. He therefore deserves strongest moral and financial 
assistance free world can reasonably provide. One danger which threatens his a 
chances of continuing in office is seoneqie problem with which he unable cope W) 
with own resources. oo 

2. As we see it resolution of current economic problem hinges on completiony, 
of financing of second PlanOrg 7-year development plan (ending Sept 62) within o- 
framework of modified stabilization program now being worked out by IMF migsion “\ | 


in Tehran, U.S. has already taken following steps: (a) Made DLF loans of . 


$63.2 million for part of rial cost of PlanOrg trans-Iranian highway construc- 
tion project. (b) Made Fximbank balance of payment loan of $15 million for 
private sector imports with use of rials generated thereby to help finance | Ae 


_| generat PlanOrg development expenditures, Best information pvEee tS remaining ae 


: “su lrendeg requirements (to Reece 62) could amount, to $40 million. 
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io additional that described | 
3. PlanOrg requires/financing similar/%m previous paras, Current program re- 


presents continuance projects started in earlier period. We hope German emphasis 

on project assistance wil]. not encourage GOI undertake activities not included in 
current program, as need is complete ongoing projects. Current outlook therefore 

js additional U.S. assistance for current program wil] have to be in form of genepal 
program or balance of payments loan. We hope if FedRep unable find suitable pro-~ 
jects in current program, it also could make general program or balance of payments 
loan, 

Lo We expect GOI mission to Washington near future to discuss short-term 
financial needs as well as present outline of new five-year development program to 
begin Sept 1962, We hope our response to short-term needs can be coordinated with 
FedRep. You should encourage FedRep inform us its views this matter and give assur- 
ance we prepared exchange views fully. We prepared send Dept representative to 
Bonn if deemed useful. 

5, We believe it essential Iran's new development plan (beginning Sept 62) 
cover al]. public investments including those of semi~autonomous organizations such 
as NICC, We do not believe it in Iran's interest or in interest friendly countries 
encourage or support projects which will not be pave of comprehensive plan, We 
hope consortium free world countries can be formed near future in order further 
increase soundness and coordination Iran's development efforts and external assist~ 
ance therefor. _ 


Understand possibility GOI may also approach Italians near future for assist- _ 


ance. Emb Rome may draw on foregoing as appropriate. > 
LL | 7 Rusk Bhs 
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Action Control: 20908 
Rec’d: June 28, 1961 
NEA 5:00 p.m. 
os FROM: Tehran : 
| Se i 
sg TO: Secretary of State ae m 
' = Lee) 
i; ooL =, 2 
W NO: 1560, June 28, 8 p.m. ND Es 
i EUR . eee 
- = 2 
8 = oe 
BrAc SENT DEPARTMENT 1560; REPEATED INFORMATION BONN 8, PARIS 7, 
BIGE Ge. ua 
IcA Bonn's G-1409 repeated Tehran G-4 and Paris G-458 = 
DLE 00 
PX I raised subject of German aid on 28 June with Prime Minister Q) 
IOP and his economic adviser Farman-Farmayan. Was evident that N 


INR until this conversation Iranians felt no urgency about talking 2 
COM with Germans because (1) second seven year plan has little of 


FRB ‘nothing left of self-contained new projects of type to interest ©® 
Int Germans; and (2) most of projects submitted to Germans are new (@ 
TRSY ones for National Iranian Oil Company while IBRD and IMF object 0 
RMR to undertaking new projects during life of second plan. a 


1 
I suggested that without considering new projects there may be |) 


projects interesting to Germans within NIOC's already-scheduled@ 
investment program for this year and next. Additionally pointe® 
out that NIOC insists that oil product rationing will have to 

be instituted by 1964 unless allowed to expand its present in- 
vestment program. A second south-north pipeline is major proj- 
ect in point. 


I have impression that at least Iranians will now send grdip 
to Bonn in July to discuss projects already submitted and.possibly 
others from current NIOC program. 

rn 4 
Comment: Embassy believes it important that Iran grasp change 
for any German aid this year and not wait until start third © 

oe 
development plan. While there may not be much of interest left 
. for Germans in second plan believe that circumstances mag Wargant 


taking German aa 
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-2- 1560,.June 28, 8 p.m. from Tehran 


taking German aid even for new NIOC projects that would othérwise 
await third plan period. These factors favor admitting selected 
new projects: (1) German funds which seem accessible now may be 
; additive to any German aid for third plan; (2) our information 
| also is that Germans interested only in new self-contained projects; 
(3) NIOC may well have sound economic arguments for beginning some 
new projects before start of third plan, especially the south-north 
pipeline (its pleadings thus far have been over-ridden within GOT 
by plan organizations insistence on having any newly available 
investment funds in order finish second plan); and (4) new. projects 
would have ameliorating effect on growing unemployment. 


If Germans are willing to lend for local currency costs believe 
it should be possible to convince IBRD and IMF of advisability 
undertaking certain new NIOC projects. With German funds avial- 
able for local currency costs the inflationary effects of rial 
expenditures could be offset or to some degree a desirable build- 
up of reserves could be had. Irans borrowing power abroad on be- 
half second plan requirements would not have been diminished if 
German funds are in fact available only for new self-contained 
projects not to be found in second plan. German financing of 
either currently scheduled NIOC projects or necessary new projects 
would ease pressure for US funds. 


Request Department's and Bonn's comment. 
| HOLMES 
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6 TO: Secretary of State Rz 
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. S ae 
ae ACTION DEPARTMENT 28, INFORMATION BONN 2. os 
SN Einbassy telegram 20 repeated Bonn 1. ees 
a, 
DLF in conversation on 10 July with Embassy officiers, Farman- Bas 
: 1A Farmayan said GOL had not given German Ambassador list of we, 
a projects requiring aid before..Ambassador left for Bonn on . 
NS 7 July. Farman-Farmayan said letter now being prepared : 
ah which he will take with him when he leaves for Bonn 13 July. 
C A Said priorities, as described reference telegram, changed to a 
NS following: (1) Ongoing NIOC projects total cost of $9.7 —s 


eee million through September 1962; (2) Sefid Rud dam, completion 

TE costs, including. Fuman.Tunnel; (3) Plan Organization Vong 
municipal water system projects; (4) Road construction oN: 
projects of Ministry: Roads, replacing contributions from “on 
Plan Orgatization budget; (5). Plan Organization health me 9 
projects, particularly malaria control; (6) Plan Organization hi 
pest control projects; (7) New south-north pipeline; 
(8) Sarajeh-Tehran gas pipeline and distribution facilities; 7 
and .(9) Tehran petroleum refinery. 


a 
3 


The NLOC ongoing projects (now. first priority), are as 
follows, will cost between now and Septmeber 1962: 
Tehran-Shahrud pipeline completion -- $3.15 million; 
.Shahrud-Meshed pipeline -- $4.0 million; Meshed pipeline 
terminal depot -- $1.4 million; Semnan pumping station -- 
; $0.3 million; Rey pumping station -- $0.25 million; and 
"phase 11 Trans-Iranian pipeline" -- $0.6 million. 
4 


: .Assume items two through six above represent Plan Organization 
projects mentioned reference telegram as requiring. $30 million 
during remainder second plan. Of NIOC current projects 
Los 
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it appears about half of $9.7 million would be required before 
March 1962 and half between March and September 1962; additional 
amounts for same projects would be required after Setpember 

1962, making total $15 million memtioned reference telegram. 


Farman-Farmayan expressed doubts that Germans would accede 
fully to Lranian aid request, particularly in outlined order 
priority, except as result considerable US pressure. He 
hoped US Government was intending apply this pressure, 
aither in Washington or Bonn, in time to be helpful Bonn 
discussions 14 July. ; 
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EUR The serial number of this message , received as 28, should 
= be corrected to read 38. 


Dif the first paragraph should be corrected to read: 


USIA acTION DEPARTMENT 38; INFORMATION BONN 2. 
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BUR ACTION DEPARTMENT 72, INFORMATION TEHRAN aL 
e os co 
oe Reference: DEPTEL 2382 and 34: Tehran to Department 20 G: 

t : * re 
DLF We discussed Iran problem with Economic Ministry (Daniel ..and a 
ao staff) drawing largely on DEPTEL 2382. Stressed importarice CO ' 
INR of supporting Amini through providing financing to complete oO 
TRSY second PLANORG 7-year plan .and.that doing so may require OG 

FEDREP adopt flexible approach re project :lending. . = : 
RMR | . } : — 

Daniel agreed Amini must ‘be supported and indicated .some a 


willingness consider more flexible: approach. Said 'FEDREP pre- — 
pared provide development credits in range DM 150 to 200 million - 
but so far no final decisions taken. Iran has given FEDREP v) 
ee list projects. totaling about DM one billion broken down between 
second and third plan, So far FEDREP mot .clear on how. Iranians 
assess priorities and desire information precisely .what projects 
and requirements are most urgent. Said Farmas-Farmayan. expected 
Bonn this week for preliminary talks July 14. and.15 and larger 
‘delegation coming end ‘July with view to working out final .arrange- 


ments. 
Daniel earnestly desires coordinate FEDREP response ‘to shor t- 


/ term. problem with.US and would appreciate information op US 
analysis of. problen?.(how: much should be :dpne and where) and_ E 


what US proposes to do. oS £3 
Appreciate further guidance before end July.. ae i 
DOWLING Real 
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Tehran tel 40 (not rptd Bonn) indicates GOI expects provide us with: Peres 
indication magnitude aid requirements about July 22 and hopes hold explanatory 
talke this matter here about fug 1. WONKA Inform Farmen-Farmayan we 


welcome opportunity explore situation informally on 3eaSK understanding use- 


fulness will be measured by extent he prepared provide firm data on overall - x 


picture. 

It 

premature attempt provide FedRep kind of analysis SS 
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Iranien financial situation requested reftel. Believe, however, GOI thinking ~ 
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Oi | 
a Reference Department telegram 195, imformation Tehran 65. re 
“to 
ae Federal Government (Foreign Office and Economié Ministry) a 
and Embassy welcome visit Bonn August 3 or 4 of Department re) 
RMR expert on Iranian economy, Federal Government cabling German 6% 
Embassy Washington to same effect. Please advise name and ey 
TA soonest. | a 
. I 
Economic Minister (Daniel) said he hoped two subjects could ho 
be covered: (1) immediate ffinancial requirements and ~ 
priorities, and (2) how to promote multilateral approach to Oo 


longer-term development needs. Re latter, Daniel clearly me Se 
thinking in terms. of organizing a consortium. Daniel mentioned 

that Iranian Minister of Industry in planning to ‘accompany 
delegation to Bonn. and that possibly Prime Minister himself may 

come during second or third week August to sign loan agreement. 


Daniel also expressed concern over debt service burden, pointing 
out Iran already in arrears on two transfers due Germany. 
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Maurice Williams, Deputy Director, USOM Iran, arriving Cologne 


SN 71 August 3 to discuss our most recent analysis Iranian economic 


ere 


situation. Williams participated current Washington discussions with 
Farman-Farmayan, economic adviser to Iranian PM, and fully acquainted 
all aspects problem. Emb guidance re appointments and presentation 


our views to Fed Rep requested. 
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aes INFO: Amembassy TEHRAN A~15 Page L of _2_ Rega 
Spe sl 3 a | 
aks Z Embtel 187, rptd Tehran 2. Goan? P)- 27G/ 

= -~7f Following is a summary of the Iranian political situation as it. a 
; A appears to the Department. It should be made available, in your discre- 
oe -J§ tion, orally or in writing to appropriate officials off the Federal % 
Ole Government prior to conferences between them and the expert on the. Tran- ) 
fin 4 ian economy who will visit Bonn August 3 or he | Ss 
TEA-26 Iran faces at present and for the near future serious threats to 


its political integrity and national independence. While the possibility ay 
of overt conmunist aggression against Iran can never be entirely discounted, \: 
these threats concern internal problems, most of them deeply rooted in ct 
Iranian history, and more particularly in the impact of the West on Iran. . 
- “For the past eight years the Shah has been the de facto ruler of 
Iran, supported by the armed forces and in uneasy alliance with the tra- N 
ditional landowning and religious elite. He has not been successful in 
attracting the loyalty and support of the burgeoning semi-Westernized ~. 
urban middle class and its followers, and the gap between the two main 
elements of Iranian political life has been widening, to the point where 
_ the present Prime Minister himself has stated that if he fails to find a 
Pie. 4 middle road, Iran will fall either to a regime of demagogic chaos accom= 
Otfices panied by a neutralist foreign posture and rapid expansion of internal 
Only) communist influence, or to a brittle and non-viable rightist dictatorship, 
probably of the military variety. 


, 


Tran lacks first-class political leadership. The Shah himself - 
suffers from a susceptibility to flattery from sycophants, an inordinate - 
pre«cecupation with military affairs, and an overriding distrust of all 
urban middle class leaders. Leaders of the traditional conservatives - 

appear to have learned nothing and forgotten nothing over the past two. 

decades. Military leaders enjoy no public confidence and possess no clear 

_ ideology. The leaders of the urban middle class, who are now exerting | 
strong pressure on the government, are weak, quarrelsome, and without 


administrative competence 5 their followers are vulnerable to the most 
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extreme demagogic appeals, including anti-Westernism. The peasantry continues 
to be apathetic. 


We regard the present Prime Minister, Dr. Amini, as the best, and possibly. 
the last, hope for a new political synthesis which would arrest the divisive 
trends within Iran and result in a new centrist political force bridging the : 
gap between the urban radical opposition on the one hand and the traditional 
elites on the other. The building of such a force will require time and a res<- 
pite from immediate pressures, since the force must consist essentially of a 
coalition of moderate minorities, who are unfortunately prone to being driven 
into the arms of extremists under the pressure of vivid specific issues. Amini's 
ability to fend off extremist pressures from all sides, maintain his close relae 
tionship with the Shah, and construct a moderate political base will be rendered 
well-nigh impossible if at the same time he has to cope with runaway inflation, 
a collapse of the development program, mass unemployment, or a serious commercial 
depression. A minimum of economic stability and progress is necessary if Amini 
is to have a fair chance to accomplish his vital political tasks. 
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Embassy questioned today by ‘Economic Minister re Bonn 


-visit Department expert on Iranian economy which Depantment Q 
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SUBJECT: German Pinancing of Trants Second Plan 


amr40 


— 
There is enclosed a memorandum of conversation dealing with the above 
subject. 


It should be noted that, as a result of a further meeting with the 
Iranian delegation, several significant changes have been made by the 
Germans in the proposed utilization of their DM 200 million credit offer 
from the method originally outlined to the US representatives and reported 
in the enclosed Memorandum and Embassy telegram number 269. The first 
refers to the decision of the Germans to pledge the entire DM 200 million 
credit offer for the Sefid Rud Dam project, rather than Dil 150 million. 

The second is the decision to permit an immediate interim use of DM 50 . 
million to finance water system projects rather than the earlier-proposed 2 
road construction program. The third is the decision, “in response +o Cc 
Mir. Williams urging, to make available immediately another DM 40 million 00 
for NIOC projects. Both the DM 50 million and the DM 40 million are to 00 
be refunded to the Dam project after two years. These changes were ™~ 
reported by the Embassy in telegram number 285. a 
ms 
© 
OY 
ahs 


The decision to finance local costs, as well as foreign exchange 
requirements, and to reduce the customary legal downpayment requirement 


Distribution: a 


All AmConGens in Germany 
US Mission, Berlin 
Embassy Tehran, for Mr. Williams 
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of 20 percent to 5 percent for possible new Hermes! guaranteed credits, 
are further important concessions which the Germans have indicated a 
willingness to grant the Iranians, These constitute additional evidence 
of the gradual liberalization of German aid criterie. 


For the Cherge a! Affaires ad interim 


hut Pf. 


robert N. Bee 
Financial Attaché 
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MEMORANDUM OF CONVERSATION 


7 August 10, 1961 
SUBJECT : German Pinancing of Irants Sesond Plan 


PARTICIPANTS: WMinisterieldirektor Dr. Hermann Reinhardt, Chief Foreign Trade and 

Aid Bureau (Abteilung V), Economics Ministry 

Ministerialdirigent Dr. Kurt Daniel, Chief Regional Area I, 
Economics Ministry 

Oberregierungsrat Dr. Martin Bockmeyer, Regional desk officer 
Turkey, Afghanistan, Iran, Economics Ministry 

Ministerdirigent Dr. Walther Hess, Chief Regional area, Foreign 
Trade Bureau (Handelspolitische Abteilung), Foreign Office 


lir. Maurice Williams, Deputy Director USOM, Iran 
iz. Robert N. Bee, Financial attache, American Embassy, Bonn 
Mx. Albert C. Cizauskas, Second Secretary, American Embassy, Bonn 


PLACE-DATE : Economics Ministry, Bonn, August 4 1961 


After Dr. Reinhardt, as chairman, extended an appropriate expression of welcome, , 
i » Bee made available a copy of the Department's assessment of the political 
ituetion as transmitted in A-43. 


Dr. Reinhardt then provided a resume of his understanding of the political 
situation in Iran. He explained that he had visited that country four or five times 
since the war, With each visit he found conditions worse and the economic end 
social contrast among the various strata in Iranian society deeper. In Dr. Reinhardt's. : 
view, the centrel economic problem was agrarian land reform. Most of the lend was 
controlled by several hundred owners and worked by peasants who were required to pays 
60 to 70 percent of their income for use of the lend. Heavy Soviet propaganda under 
these conditions hed made some headway in Iran, more so, for example, than in 
Afghanistan. The immediate problem was therefore to prevent a4 major economic crisis. 


Dr. Reinhardt believed that there was only one. person in Iran who could 
stabilize the situation, end both German industrial representatives and Government 
officials agreed that this person was the present Prime Minister, Amini. The reasons 
for this belief were that Amini was not corruptible, had a Western education and was 
a patriotic and idealistic statesman. He also possessed great energy and perseverance. 
Amini was determined to carry out agricultural reform despite the fact that he owned 
considerable land himself. The Shah was forced by circumstances to accept #mini, 
and since Amini believed the Shah should be supported as the centralizing element in 
the country, a good working understanding was possible between the two. Dr. 
Reinhardt said that the German Government believed Amini probably represented the 
"last chance for Iran", and this was the basis on which the Federal Government had 
peen conducting its current negotiations with the Iranian delegation, 


Mir. Williams 
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i re Williems agreed with Dre Reinhardt!s political analysis. He added that the 
ani ane Land ovmers in Tran had learned nothing from the recent past and that only 
Amini was capable of reconciling diverse elements and calming the disturbed situation 
in the comtry. His anti-corruption campaign was supported by the urban middle class, 
but in general this group had adovted a waiteandesee attitude to test Aminits 
sincerity. Land owmers, on the other hand, feared reform and therefore opposed Amini. 
There had also been some talk of an Army coup after several Generals had been arrested 
by Amini. However, we informed the Shah that we would not look with favor upon a 
military government and this danger then receded. There was no Ayub Khan in Ivran,- 
lip, Williams edded. Having dissolved the Majlis, Amini nad promised honest elections 
by perhaps next March, and together with the anti-corruption campaign, these actions 
had provoked some yopular response in his favor. liz. Williams conceded, however, 

that Amini had as yet no political organization but intended shortly to found a new 
political party. Our estimate was that while four-fifths of the city vote would 

be opposed to tmini the rural areas would probably support him, Mr. Williams pointed 
out that only 50 out of 200 parliamentary delegates represented the city vote. 


Dr. Reinhardt inouired about the influence of the Shahts sister. iir. Williams 
replied that the Shahts effectiveness was weakened by his family and court who were 
opposed to Amini. He said thet we had, however, informed the Shah that we would 
withdraw our support for him if Amini were not given a real opportunity to put Iran 
in order. 


Wconomic Negotiations 


Dr. Reinhardt then summarized the current negotiations with the Iranian 
delegation in Bonn. He stated on the basis of Germany's assessment of the political 
situation, which coincided with that of liv. Williams, the Federal Republic was 
prepared to make available Dif 200 million to meet Iran's financial needs for completing 
projects falling within the Second Plan. Additional aid was required for the future 
and this, in the German view, should be coordinated on a multilateral basis. 


Dr. Reinhardt said that he had explained to the Iranian delegation that, since 
the Federal Republicts foreign aid was in principle untied, suppliers from all 
countries, including the Pederal Republic, should have equal opportunity to bid on 
projects financed by German money. Wo such opportunity for German firms existed 
when projects already under way were financed, particularly when orders had already 
been placed. German industry, as a matter of fact, had made strong representations 
to the Government on this point. When the above was explained ‘to tne Iranians, 

Dr. Reinhardt said they understood the problem and of their own volition proposed 
that German credit be applied only to new projects. This Iranian turnabout , 

Dr. Reinhardt claimed, was surprising because the delegation had stressed Iran's 
needs for immediate financing. 


The Iranians 
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The Iranians and Germans then studied in detail the financing of new projects 
(so-called Category B items), It was found that these projects would require no 
cisbursement for two or three years and thet this delay would not meet the problem. 
the Germans then decided to earmark all of their credit for the final financing of 
projects already under way. They offered DM 150 million for the Sefid Rud Dam project. 
The terme would allow 15 years repayment and a grace period of 5 years. Interest of 
5 3/0, percent would be charged, a rate identical to that which the Germans were 
applying to financing of the Huphrates Dan. Dr. Reinhardt said the Iranians were 
satisfied with this @rrangement and, although they indicated e wish for a lower 
interest rate, they did not pursue the metter. As a matter of fact, Dr. Reinhardt 
claimed the Iranians were very modest in their requests and were almost too diffident. 
vevertheless, Dr. Reinhardt added parenthetically, the caliber of the Iranian 
delegation was high and far more able than, for example, the recent Turkish delegation. 


The remaining DI 50 million were offered for water system projects but since 
disbursement might be delayed, the Federel Republic proposed an immediate interim 
use of these funds to finance the current road construction program. Both of these 
were Category A (current) projects. 


Mr. Williams inauired whether local currency costs for the Dam and water system 
projects were also included in the German offer. Dr, Reinhardt replied that, 
elthough contrary to the Federal Republic's aid loan criteria, local costs would be 
covered. He added that the Federal Republic recognized that the Iranian problem was 
a budgetary rather than foreign exchange one, and was therefore willing to make an 
exception. 


Mir. Williams then remarked that on the basis available information only Dif 115 
million out of 150 million provosed loen for the Dam could be disbursed within the 
current plan. Mr. Williams explained that the US also was not tying its aid because 
of the special requirements of the Ivanian situation, Horeover, the US had made 
available $42 miliion to the Central Bank to cover local currency costs, mostly for 
a voad program. He stated that the US moved quickly to save the Amini government 
and also provided budgetary support of $9 million last year and $15 million this year. 
These actions, Mr. Williams stressed, were also difficult for us but in view of the 
particular circumstances in Iran, we relaxed our owm criteria. Wr, Williams continued 
that we were naturally very pleased that the Federal Republic was concentrating on 
completing projects. ; 

ie. Williams continued that it was also very commendable that the German credit 
offer of DM 200 million was related to rapid disbursement. He was, however, a little 

puzzled about the Dam financing and suggested that perhaps about $9 million (DM 36 
nie million) might be temporarily transferred from this project to cover immediate WIOC 
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foreign exchange 
reauirenents since, secorgins to available information, only ebout Dif 115 million 
out of the 150 million propo for the Dam could be disbursed within the 
current Plan period ending Septembe 1962, liv. Williams said that the Iranian 
budgetary deficit would amount to 350 million against which the US was making 
aveilable 315 million this year. ‘the budgetary deficit was closely related to the 
political situation. Tor example, the teachers! strike made it mandatory to increase 
wages for teachers and this added a heavy burden on the budget. If the Federal 
Republic would cover the foreign exchange costs for WIOC projects, which are financed 
out of the budget, this would release oil revenues for other budgetary expenditures 
and thus help meet the deficit. 


Dr. Reinhardt responded that swift action by the US was of much assistance in 
naling possible Germany's present financial offer on the above lines to Iran. ile 
explained that heevy German credit commitments to developing countries had placed 
the Interministerial Steering Board under criticism for exceeding credit availabilities. 
fhe Finance linistry for example, wes strongly opposed +o over-commitments, As the 
Germans saw it, the Iranian need was for immediate financing. To ensure this, the 
Cermans concentrated on the Dam project which was of great importance to Iran and 
avoided splitting their credit on several projects. The Iranians readily agreed to 
the German proposal. ‘Thus, no provision had been made WI0C financing and none had 
peen reavested by tne Iranians. 


Dr. Reinhardt continued that he could see no possibility of increasing the German 
credit offer. Ie cited the upcoming national elections and the parliamentary recess 
among the difficulties confronting the Germans in increasing their already extensive 
aid commitments. He said, for example, that the Financial Ministry had been 
reluctant even to agree to the DM 200 million credit offer to Iran. The added fact 
that the Iranian delegetion had not urged financing for NIOC projects created a 
further difficulty for the Germans. Mr. Williams said that apparently his suggestion 
had been misunderstood. He was not proposing additional financing but rather a 
type of interim financing which the Germans had indicated they were already vrepared 
to use for road construction. 


At that point, Dr. Hess of the Foreign Office said that he wished to express 
the position of his Ministry on this matter. While increased aid for the Iranians 
would indeed be difficult, Mr. Williams! suggestion for indirect aid to the Tranian 
budget might be feasible and the Foreign Office would take a sympathetic view. He 
said that it was very important that the Amini government be given decisive financial 
support within the next 6 months. Dr. Reinhardt then said that, in view of Iran's 
urgent needs, lir. Williams suggestion regarding interim financing for the NIOC within 
the Dil 200 million level would be considered by the Interministerial Steering Boarde 


a New Projects — 


With regard to new projects (so-called Category B items), pr. Reinhardt said 
that the Federal Government could not provide the requisite financing. However, 
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Cermen and French firms had agreed to undertake the finencing of certain NIOC 
new projects up to DE 700 million. One-half of the credit would be assumed by 
French interests end the other helf by German. In addition, one US firm was involved 
put was not contributing to the financing. 15 percent of the deliveries would be 
nendled by the US firm end the remainder would be divided between German and French 
participents. Dr. Reinhordt did not know why the US firm wes not participating in 
the credit arrangements, This created a difficult problem for the German firms 
which asked for Government export credit guarantees. While a decision on this 
request was still sunject to interministerial agreement, Dr. Reinhardt stated that 
it was probable a Hermes guarantee would be extended to the German firms for Dil 350 
million with credit terms of 8 years after delivery (11 years after signing) and 
the normal mavicets interest rate. ‘the French firme were expected to participate 
under similar terms. Dre. Reinhardt said that the legally-required down-payment 
of 20 percent hed been reduced in the Tranian case to 5 percent by the Interministerial 
Steering Board. A 10 percent additional payment was reauired by the middle of 1965 
which would be the end of the construction period. The Iranians stated that the 
HIOC, however, could not make these payments. Hr. Williams stressed the importance 
of not requiring additional Iranian expenditures in the near future and hoped that 
some accommodation could be worked out. Dr. Reinhardt pointed out the high commercial 
interest in these new projects and suggested that the German firms, if they were 
really serious, might be willing to carry the eredit risks involved at least for 
the time being. It was hoped that the French would do likewise. The German and 
French firms end the one US participant were expected to discuss this problem. 
De. Reinhardt concluded by saying that he hoped the US firm, which had a small but 
interesting part in this venture, would also be willing to assume some of the 
financing. 


The meeting adjourned with e request by Mr. Williams that the Federal Covernment 
consider promptly the suggested arrangement for interim financing of NIOC needs and 
an assurance by Dr. Reinhardt that this would be done as soon as possible. 


CONFIDENTIAL 


” DECLASSIFIED 


isan Authority # NND 949559 
By _1€ NARA Date 1//#_ 


4 


i 
' 


oe 
INCOMING TELEGRAM | Department of State 


Cc aMANENT RECORD COPY 


36 CONFIDENTIAL 
Action ge Control: 17313_, 
NEA / Ge Rec'd: August§ 23,4961 
nfo FROM: Tehran siete ae 
> ae 
; y me aoe SN 
SS TO: Secretary of State mr ~ 
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H 7 uw 
EUR > 
ae _ ACTION DEPARTMENT 181, INFORMATION BONN 5 
oe Reference: Department telegram 93 (298 to Bomn). 
P ) 
USIA Plan Organization has made available protocol covering German &\ 
NSC aid agreement signed Bonn August 15. According agreement XR; 
INR Federal Republic will make available DM 200 million for ee 
rN investment purposes of which DM 95 million for Sefid ‘Rud net- OQ 
com work (15 years at average vate 3 3/4%)3; DM 50 million for Sefid a 
FRB Rud dam (two years at 3 3/4%);. and DM 55 million for on-going $6 
INT NIOC projects (two years at 5 1/2%). Repayments of latter two & 
TRSY joans may be rolled over on mutually agreed projects sure third 
RMR plan period, oS 
In .addition Federal Republic prepared guarantee up to:DM 350 re) 
million for supplies and services German firms participating in ty 
German, French, American (Williams Brothers) consortium #0 con- = 
struct south-north oil pipe line, Tehran oil refinery and" gag. 
pipe line Sarajeh to Tehran. Germans assured Iranians that ie 
French sources would furnish additional DM 350 million as geori=; 
tribution to consortium financing. Interest rate on German. ; 
financing not determined but five. percent down payment required 
at time signature and additional 10 percent during 3-year @dénst- 
ruction period; balance to be paid within following 8-year period. 
~ 2 i iy ' 
¢ * NIOC jubilant over agreement but Plan Organization disgruntled. 
Latter doubts more than DM 80 million cam be expended on Sefid = 
‘Rud projects prior October 1962, says Germans unwilling agree > 


any form advance or shift funds on interin basis other on-going3, So 
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projects; notes that NIOC will push ahead immediately with 

DM 700 million program despite GOI assurances of over-all 

ceiling on public investment; further notes that Farivar- 
Reinhardt exchange of letters states DM 55 million credit 

cited above is conditional on award contracts to German- 
French-American consortium and that this sum to be used as 
downpayment, which by obscure method of computation is said to 

be set at DM 40 million, and as progress payments on German share 
of consortium financing; thus they feei loan agreement as whole 
will not help and may hurt central budget position. 


Embassy-USOM feel Plan Organization interpretation may be unduly 
pessimistic re effect agreement on second plan gap. Would app- 
reciate views Washington and Embassy Bonn on agreement as a 
whole and particularly on prospect Federal Republic may be i: 
willing permit interim financing from second plan projects 
specified in agreement to cther on-going Plan Organization 
projects and thus maximize utilization DM 145 million during 
second plan period. Previous reports from Bonn indicated Rein~ 
hardt informed Bee and Wiliiams FGR willing to permit this 
flexibility in view of urgent political and financial situation 
currently faced by Amini government. Would also appreciate any 
information available on French financing intentions. —P 
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Dept agrees further exploration by Embassy desirable before additional 
approach made to Germans, particularly since Germans indicated specific 
allocation Sefid Rud financing seemed to meet desires Iranian delegation. 


Additional Dept views will be subject later message, 
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EUR ACTION TEHRAN 8, INFORMATION DEPARTMENT 410. o> ee 
E 4“ Fyaact 3 
BFAC ‘Reference: Tehran 5 to Bonn, 181 EBT LY ity s c 
oe Bonn 7 to Tehran, 393 to Department/¢~? eal Ot 
2 XR- F604 FCC 2uly 

' ysza Above reference telegrams apparently érossed in transmission. 

, NSC Loan agreement reported in both messages identical on terms 
INR and amounts involved. German officials here, however, stressed. 
CIA willingness accommodate Iranian special requirements as evidenced 


COM by their agreement provide interim NIOC financing. Stated that ion 
FRB specific allocation Sefid Rud Dam financing arranged at Iranian 


TRSY request and added that delegation extremely pleased with agree- “4 
ment. o< 
EMR . . 

FEDREP sources also questioned by Embassy re earlier-reported \ 

difficulty NIOC meet five percent down payment and ten percent ~~ 
: progress payments as required for DM 350 million Hermes eredit 
guarantees. Replied they assumed matter satisfactorily handled, or 
} referred again to delegation's gratification with agreement. < 
' ‘Also advised had no information re progress French financing. wy 
t ; In view above, and fact Iranian official reaction apparently \ 
| : divided on loan agreement, Embassy believes preferable for P- 
' i Tehran explore matter further before additional approach mades,. “€ 
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NEA 3230 p.m. ye iS 
N FROM: Jehran a 5 
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ss TO: Secretary of State ies 
G = rn 
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EUR ee 
E —_ 
a ACTION DEPARTMENT 202, INFORMATION BONN 6. 
EMBYEL 181 and DEPTEL 138. 
SO 
USTA - ° 2 ° 2 © @ 2 o™ 
NSC Plan Organization continues pessimistic re amount assistance . 
INR to second plan projects provided by German aid agreement. & 
CIA They now feel most likely level reimbursements by Germans prior x 
NSA September 1962 for second plan projects will be $18-20 . 
coM million ($12.5 Sefid Rud Dam and $6-8 million for Sefid Rud 
FR3 Wetwork pyojects), Still unable explore this matter with 2 
INTE Cead Iran delegate who has not returned to Tehran. We have Pe 
TRSY however discussed subject with German Counselor who confirmed 
Plan Organization interpretation loan arrangements. He Aid Q 
{ 
RMR eredit requests of GOI extremely difficult from FEDREP viewpoint ~ 
o= ~ 
since they involved local currency financing for projects 7 . 


already underway and not involving German contractors. If mn 
recognition political desirability help Amini, FEDREP had}beén 
prepared loan DM 50 million for Sefid Rud Dam and DM 55 mii lion 
for current NIOC projects. Claimed that in both cases Krédjtanstalt 
Would on receipt documentation reimburse GOL for payments “note 
however conditions cited reference EMBTEL re loan NIOC). Said 
Plan Organization had pressed for similar loan coverage for 
road, municipal water, and other projects but FEDREP under 
pressure from German industry had refused. Finally agreement x, 
reached for additional DM 95 million financing for Sefid Rud & 
network projects, including Fuman tunnel, irrigation works, req 
: hata: ° as ° WA 
snall power station, and transmission lines to resht*. These jf: aun: 
funds to be used to reimburse Pian Organization for payments : 


Furthermore it was agreed these nberiatts nl pny be opened to 
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international bidding with sympathetic attention given to German 
bids; this includes Fuman tunnel which apparently already awarded 
to. Impresit, an Italian firm. 


Comment: Worthy of note that by concentrating on Sefid Rud network 
projects which not yet ‘started Germans have removed most of 
remaining flexibility existingim second plan re possible deletion 
of projects. Farman Farmayan due in Boon soon and will ostensibly 
try again obtain more flexible loan terms but Plan Organization 
not optimistic about outcome. View importance completing second 
plan financing and inevitable dependence GOI on US to cover residual 
| gap, Department may wish give further consideration to pressing 
Germans to free-up credits now tied to Sefid Rud network. 
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_ ee 4:05AM. 

Info : Tehran a Pa ye aN | 
Ss TO: Secretary of State os ee oy, ee Pas Ne: 
G NO: 629, February 18, 10 a.m. ae ns 
SP ; ee aie NY 
EUR  —s- Tn Gonnection Amini's visit Germany. I have .spoken German 
E - “ambassador to effect Amini and his programs best bet for 
i -  -eountry and Amini probably here to stay for.while. Al- 

P ' though ‘Ambassador seemed in complete agreement we hear 


his Emba's sy may have been sending bearish reports on 

- Amini's chances so that Federal Republic may not be 

'.. forthcoming with respect economic aid'to Iran. Department 
may consider it worthwhile inform Embassy Bonn USG's. 
attitude toward Amini and need for outside aid helping 
carry out his programs. Ba, (pa ee Ea 
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SUBJECT: The Economic Aspects of Amini's Discussions in West a 


amrao 


i ; 
In the course of Frime Minister Ali AMINI's recent visit to West a 
Germany, he took up with the German authorities three main economic 
sub jects L/: (1) disbursements under the DM 200 million credit agree- 
ments of last August; (2) the possibility of direct or indirect budgetary 
assistance; and (3) participation of the West German Government in the 
proposed Financing Consortium for the Third Plan. Although the Prime 
Minister was pleased in an overall sense by his reception in Germany, 
it is evident that the economic phase of his discussions was not particu- 
larly fruitful. The reasons are clear. Quite properly, however, he has 
been gracious in his public comments’ about the Federal Republic since 
his return to Tehran emphasizing the willingness of the Germans to provide 
assistance for the Third Plan, tied to specific projects. He has continued, 
however, to refer to the "Financing Consortium", whereas the Germans would 
prefer far looser descriptive terms. 


1. Disbursements under the Existing Credit Agreement 


In the Protocol signed in Bonn last August 15, the Government of the 
Federal Republic indicated its willingness to enter into credit agreements 
with the GOI involving DM 145 million ($36, 250, 000), to conclude a credit 
agreement with the National Iranian 0il1 Company (NIOC) for DM 55 million 
($13,750, 000), and to’ provide guarantees for up to DM 450 million 
($87, 500, 000) in privdte German credits for certain new NIOC sacs oy 
> 
1/ See Amembassy BONN's Despatch 1197, February 28, 1962, and its “Airgram 
1051 of March 1, 1962. No] oe i 


Bf See Embdes 171, October 5, 1961, for details on the Iraié- ~Germeri=* 
financial agreements. “oO oa 
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it The proposed credit of DM 145 million was divided into two parts, a two-year | 
DM 50 million general purpose loan to help complete the Sefid Rud Dam and a 15- 
year DM 95 million tied-loan for the Sefid Rud network. While it was anticipated 
that drawings on the former would proceed smoothly, it seemed clear that the DM 95 
million agreement would be difficult to consummate and that drawings would not 

' occur prior to the spring of 1962. 


This assessment has proven somewhat optimistic with certain adverse conse- 
quences. Negotiations for the DM 50 million general purpose loan were not completed 
until the fall and the first drawings, which were small, did not occur until after 
March 1. This has been a contributing factor in the current liquidity problem 
of the Plan Organization. 


It now appears, however, that the impediments to the implementation of this 
credit have been removed and that it should be drawn down without serious difficulty. 
in the months ahead. Documentation covering DM 30 million has been submitted ‘to 
the KREDITANSTALT fiir WIEDERAUFBAU and the remaining DM 20 million is expected to 
be covered shortly. To expedite the payments, the GOI has proposed to the Germans 
that a revolving fund be established, similar to the DLF road loan fund. 2a/ 


There appears to have been a variety of reasons for the delays in the imple- 
mentation of this credit agreement, including the original sloppy negotiating, 
the limited experience of the Iranians and Germans in dealing with each other, 
and the manifest intent of certain German elements to pressure the Iranians into 
payment of obligations to German companies by means of withholding drawings. 
Evidently the German Government made a political decision to remove the latter 

‘block on the eve of Amini's departure for Bonn. It thus appears that unblocking 
this credit was a definite advantage derived from Amini's trip. From the Tranian 
point of view, however, it is not a concession to remove an obstacle uae ee ty im- 
pogee in the first instance. 


‘As had been anticipated, very little progress has been made to date in imple- 

- menting the August Protocol understanding in respect to the DM 95 million credit 

for the Sefid Rud network. According to the Managing Director of the Plan Organi-~ 

gation, Safi ASFIA, i has been necessary to submit identical documentation on 

these network projects to the German Government on three different occasions. 

The Germans have claimed that the first two sets were lost. Asfia, understandably, 

finds this difficult to believe. He, and others, suspect that the real problem 

has been German resentment of payment delays to German companies. 


It again appears, however, that the Germans wished to remove this subject 
from the contentious stage prior to Amini's arrival. Thus, on the eve of his 
flight to Bonn, he was informed that representatives of the Kreditanstalt would 
visit Iran about March 10. They are currently in Tehran and progress is 
undoubtedly being made in clearing away the obstacles to the utilization of this 
credit. Since this loan is tied to "Buy-German" procedures, it is most wilikely 
that significant drawings will be made prior to the end of the Second Plan period. 


According to Iranian and German participants in the Bonn discussions, the 
actions taken by the German Government prior to Amini's departure essentially 
2a/ Khodadad Farmanfarmayan told the Embassy that the chances of German accepta 
of, this a were virtually CONFIDENTIAL 
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[eliminated the need for formal discussion of these two loans and only passing | 
reference was made to them across the conference table. 


While progress thus appears to have been made in respect to these two credit’ 
agreements, the outlook for the DM 55 million credit to the WIOC is not promising. 
It will be recalled that in the August Protocol, the Germans stated that the 
Kreditanstalt would be prepared to enter into a two-year credit agreement with 
the NIOC which would provide DM 55 million in financing for certain on-going 
projects. This was, however, essentially a disguised facility to permit the NIOC 
to service the substantial foreign credits required to construct the second oil 
pipeline from Khuzestan to Tehran, the Tehran Refinery, and the Sarajeh gas pipe- 
line. In an exchange of letters between the heads of delegation, it was clearly 
stated that the conclusion of the loan is dependent upon the prior award of 
construction and supply contracts to a German~French-American consortium which 
has been formed for this purpose and that the credits furnished would meet certain 
payment requirements in respect to these contracts. 


ae 


This phase of the August negotiations was a particular fiasco from the point 
of view of the Prime Minister and the Plan Organization. Amini had intended this 
credit to be a form of budgetary support. It was his intention to dock the NIOC 
for a similar amount as soon as the German funds were received. 


According to local sources, Amini made a half-hearted effort to discuss 
changes in the Protocol Agreement in respect to this credit but little came out 
of it. As a face-saving device, it was apparently agreed that the Iranians 
would submit their views in writing after the conclusion of the Bonn discussions. 
The German Counselor in Tehran, who participated in the discussions, has informed 
the Embassy that the Kreditanstalt would not accept any changes in the conditions 
contained in the Protocol. He states that German industry reluctantly agreed to 
the Dili 50 million general purpose credit but absolutely insisted that the DM 95. 
million and the DM 55 million credits be so tied as to be of direct benefit to 
them. 


Khodadad FARMANFARMAYAN has informed the Embassy that he had recommended to 
the Prime Minister that he refuse to sign the DM 55 million credit agreement. 
Nevertheless, Amini has authorized the Iranian Ambassador to sign in the near 
future. a 


3/ See Embdes 171, October 5, 1961. 


, 4/ When Amini rhetorically asked at a meeting of the Economic Advisory Council 
how this credit had got off the rails, he was coldly told by the Deputy Governor 
of the Bank, Reza MOGHADAM, that it was entirely his ow fault since he had 

‘ appointed incompetent people to the Iranian negotiating delegation. He is said 
to have winced at the harshness of the judgment but he evidently concurred. 
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ee As a related aspect of this question, it appears that Reza FALAH of the “ 
NIOC made some effort to reise specific questions in respect to the proposed NIOC 
-construction projects cited above but without success. The Germans refused to 
discuss points not specifically on the agenda. 


This phase of the discussions, therefore, was not satisfactory from the 
Iranian point of view. For a variety of reasons the Iranians negotiated them- 
selves into a bind last August and they have been paying for it ever since. 

It is very doubtful that fully adequate feasibility studies have been completed 
in respect to the proposed refinery and pipelines. In addition, the NIOC 
belatedly became aware of the potential problems and costs involved in giving 
contracts to the Consortium without the benefit of international bidding. With 
Ministry of Justice investigators breathing down their necks, NIOC officials 
have little enthusiasm for contractual actions which depart from normal tender 
policies which were pursued in more carefree days. German financing for NIOC 
projects should play an important role in implementation of the Third Plan, 
There are, however, serious problems involved which may well delay final agree- 
ment on projects and financing arrangements. 


2. Budgetary Assistence 


Having tried without success to obtain budgetary assistance through the 
medium of a German soft-loan to the NIOC, Amini attempted to obtain such assistance 
in two other forms. Flowing out of an explanation of the serious fiscal outlook 
for 1441, which begins March 21, he requested the Germans to provide direct 
budgetary support. According to the German counselor, this phase of the dis- 
cussion was brought to a quick end when the German spokesman stated that such an 
arrangement would be illegal. 


Amini then pointed out that budgetary relief could be provided in another 
form if the Germans would agree to fund the outstanding obligations of Iranian 
Government entities to German firms, 5/ In essence he proposed that ‘the German 


5/ Apparently these obligations approximate.$25 million. This is the total cited 
by the Germans to Embassy Bonn and confirmed as approximately correct this week 

by the Deputy Governor of Bank Markazi. It is higher than this Embassy had believed. 
The Deputy Governor stated that.he and Khodadad FARMANFARMAYAN had opposed Amini's 
decision to attempt to fund these obligations. This' opposition was based on a belief 
that a funding proposal would not be accepted and would be harmful to Iran's credit. 
Moghadam said that his feeling on this issue would be different if the real issue 
was a foreign exchange shortage rather than a local currency'shortage and if ade- 
quate assurance existed that the agericies directly involved, chiefly the Army, . were 
‘prevented from transferring the repayment burden through the medium of a funding 
arrangement to the central budget. While there is much to be said for his point 

of view, Amini is confronted with a.riasty fiscal problem with serious political 
- potentialities. ; 
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[Government pay the German companies the money owed to them by the Iranian Govern-| 
ment. This money would be repaid over a veriod of years. 


This proposal too made little headway, although Amini was informed that the 
German Government would consider participation in a multilateral. funding operation 
similar to that between Turkey and certain OEEC countries. This suggestion, 
according to the German Counselor, was quickly rejected by Amini on the grounds 
that there was no relationship between the magnitude of the Turkish and Iranian 
payment problems 6/. 


While Iran may be forced by events into some form of a multilateral funding 
operation, it is evident that Amini would resist such a development for domestic 
political reasons and for fear of a form-of-a-run on the rial. On the other hand, 
a bilateral funding arrangement with the Germans in the general context of other 
German financing assistance would have been helpful. It is doubtful, however, 
that Amini had much hope of persuading the Germans to his point of view in this 
matter. : 


3, German Participationin a Financing Consortium 


Aminits main economic interest in the discussions in Bonn was to persuade the 
Federal Republic to participate in the proposed international Financing Consortium 
for the Third Plan ae From the Iranien point of view, the Germans are vital to 
the formation of such a group. They believe that, if the Germans agreed to par- 
ticipate, other industrialized countries would feel compelled to join. 


The eloquence of the Prime Minister on this subject, however, apparently had 
only limited success. According to the German Counselor, German industry is 
strongly opposed to Federal Republic participation in a Financing Consortium 
comparable to the India or Pakistan Club. This was the controlling factor in 
shaping the position of the Government. Amini was told that Germany would be pre- 
pared to associate itself with other countries in providing financing assistance 
to the Third Plan. German assistance, however, would be limited to financing the 
foreign exchange costs on a tied-loan basis of specific projects. Apparently 
Amini tried to resurrect at least something from this situation by attempting to 
persuade the Germans to state in the final communique that they would be prepared 
to join a "Financing Consortium", but this too failed. The final communique merely 


% 


at 


6/ In response to Amini's request, the Germans agreed to review the validity: 
of the debts owed to German firms for work connected with the Arsenal. Amini‘, 
and Farmanfarmayan believe there was extensive corruption in these contracts. , 
The latter is not optimistic about the outcome of the German review, however. 


7/ See Bmbdes 412, March 10, 1962.  e 
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| statea that the Germans expressed their reddiness, in principle, to participate, | 
within the framework of international cooperation, in the financing of projects 
of the Third Iranian Development Plan. This appears to have been a setback to 
the chances of forming a formal Consortium to which the. reform-minded Iranians 
could multilateralize their reform and development commitments. Confronted with 
this indication of German intent to operate in Iran on an essentially bilateral 
basis, the other industrialized comtries are likely to adopt a similar approach. 


In sum, then, the immediate economic results of the Bonn discussions were 
not particularly favorable. Amini apparently did, however, make a good impression 
on his German hosts and this may contribute at a later date to a more favorable 
climate for Iranian aid requests. Hope never quite dies in Iran. 


For the Ambassador: 


_ L Sonbant 


James W. Swihart, 
Counselor of Embassy 
for Economic Affairs 


Copies to: 
Amembassy BONN US AID Program Office 
an PARIS for TUTHILL Political 
Amconsuls ISFAHAN Air Attache 
KHORRAMSHAHR Army Attache 
MESHED - 
_ TABRIZ 
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. | - DATE: July 28, 1962 
Amembassy TEHRAN aes wk Z 
Status of German Loans and Repayment Obligations Thereon 

! CERP D-12, DIS ae a 

; Negotiations have begun in Tehran between a GOI Commission and rep- 

resentatives of German suppliers concerning the Ministry of Warts arrears 

-on its obligations to these suppliers. The GOI Commission, consisting of 


_a@ number of high-ranking military officers who are officials in the . 
Ministry of War, was constituted by the AMINI Government before its fall. 


|. Aeeording to Dr. Guido ADT, Commercial Counselor of the German Embassy 


in Tehran, it is planned to place the new Minister of Mines and Indus- 


' tries, Dr. Taher ZIAI, in charge of the Commission. 


/ + Dre Adt identifies the arrears on contractual debt repayment obliga= 

- tion to. the German suppliers as DM 15 million ($3.75 million). the bulk _ 
of which is owed to the Rheinstahl Company, suppliers of a copper rolling 
mill under construction for the Armaments Department, Also under dis- = 
cussion is the scheduling of payments on the debt falling due this year. 1/ 

- The German teamts pressure so far consists of the reminder that the 

- arrears will be made the subject of German official concern as soon as_ 


. the suppliers apply forthe fulfillment of the- guarantees supplied by. 


 2/ Dr. Adt did not identify the totel amount due for repayment in. the 


’ current. year. The Amini Budget for 1341 (March 21, 1962 ~ March 20, 


. 1963) shows total Ministry:of War repayment obligations (including arrears) . 


_as 1,323 million rials ($17.6 million). The bulk of this debt is to 
- German suppliers. ; Re ae a uy, 2 ae re ae 
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the Germen officiel guarantee agency, Eermes Versicherung A.G.; such application has 
evidently not yet been made. On the otker hand, the German suppliers are pressing 

for the continuation of the criginal contracts, and Dr, Adit reports that the Iranian 
negotiators are favorable to continuing them, also perhaps on somewhat reduced scale.2/ 


Simul taneously with. these negotiations, moves toward the completion of the. DM 
200 million ($50 million) loan package initialled in Bonn last August 3/. are moving 
ahead more rapidly than might have been expected. So far, only ore.actual loan. agree- 
ment under thig overall agreamant has actually been signedewa DM 50 million. ($12.5 
million) lean to the Plen Orgenization for completion of the Sefid Rud Dam; the Plan 
Orgsnization has.already drew about $4 million on this loan, and, although it must 
all be repaid in 1963, it is te be revelved to finance Third Flan projects. Within 
the past few days, the Plan Organization was notified by cable that the German Governe 
' meant. had approved the DM 95 million: ($23 e115 million) lean for the Sefid Rud auxiliary 
netreorks on favorable tarms (3 174: per cent interest, 15 years*t revayment, with 5 
- years* grace pericd), and that a letter detailing the precedures would be sent withe 
in ten days; following Iranian examination of the suggested procedures, an Iranian 
delegation would proceed to Frankfurt (headquarters of the German eit ieiey ea 
agency, Creditanstal+) to sign ‘the agreement. : 


Signing the DM 95 million loan agreement, would leave nae DM 55 million ($13. B 
million} out-of the original package still uncovered by actual.loan agreements. 
This loan was criginally intended to cover current projects of the National Iranian 
ron Company and to be converted, upon its repayment within the year following draw- 
; te the down payment on a DM 350 million ($87.5 million) suppliers? credit from 
Gees firms for the construction of a Tehran-area refinery and related pipeline 
facilities, Apparently, because of the tie-in with the longer-term praject, the DM . 
55 million loan is indefinitely stalled. Not only is the NIOC uncertain about the 
timing of the Tehran-area refinery project and its place in the overall schedule of 
priorities under the Third Plan, but the Central Bank has objected to the short-term 
- repayment requirement of the DM 55 million lean as risky in view of the rial and 
foreign exchange outloox for the coming yeer 


Enbessy Comment 


The German approach toward aid to Iran is rather surprisingly accommodating in 
view of the arrearse-actual and prospective--on the Iranian public sectorts current 


, MOMS I LET ETO Sr reT om 3 Ean ae OT eEmRED 


2/ Continuation of some of the contracts: runs counter to the sasuserd one of. 
Armish/MAAG, made last January, concerning the best way for the Ministry of War's 
Armaments Departuent to get out from under its cestly and unproductive construction 
_ progrem. In particular, it was recommended that the $17.7 million Rheinstehl oe 
- contract, which Boe by that time been fulfilled = partially, Be sencelled praia er 
with. a ee 
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The Federal Republic of Germany is encountering difficulties into 
implementing a foreign aid commitment in Fars Province and the prospects 
for success in their project are not good, The opening of the Aliabad 
Agricultural School north of Shiraz has had to be postponed from Septem 
ber, 1962 to Jamary or February, 1963 because, according to the West 
German engineers at the construction site, their Government could not 
obtain the cooperatien of Iranian authorities in clearing through customs 
and forwarding their building materials and equipment. The prospects 
for successful operation of the school once it is completed are clouded 
by the ill-advised choice of Aliabad as the site and also by the 
threatened loss of a substahtial portion of the arable land allocated 
to the. School in a dispute with nearby landowners over title to the. 
land. It appears that the total cost of project, originally estimated 
at DM 3,3 million, will exceed DM 5,0 million, It is alse possible that 
the frictions engendered between the two Governments by these problems 
will dampen the enthusiasm of the Federal Republic for involving itself 
in future foreign aid ventures in Iran, 


End_Summary 


= On September 6, 1962, the reporting officer accompanied Mr, William 
M. TAIT, Area Operations Officer, US AID/Shiraz and two members of his — 
staff on a visit to the Aliabad Agricultural School, This school, being 
combructed 120 kilometers north of Shiraz, is an economic aid project 


LL of the Federal Republic of Germany. In the course of conversations with J 
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the four West German engineers responsible for construction of the school plant, 
the fellowing information was obtained regarding the problems encountered by 
the GFRG in implementation of the project. 


% ay * * * * * * % 


The sehool is being built pursuant to an agreement signed by the GFRG and 
the Iranian Government in March, 1960, following negotiations and a West German 
survey of all aid project possibilities in Iran which started in mid 1958, 
According to this agresment, the GFRG undertook to construct, completely equip 
and manage for the first two years of operation an Agricultural School at a site 
to be mtually agreed upon, The @ermans agreed to provide to the Iranians four 
advisors to work with Iranian instructors, and to handle all administration for 
the first two years, They also agreed to fund all costs during ‘the period. 

After the first two years, the School should become self-supporting or nearly 

- So through the sale of agricultural produce raised by the students in the course 
of their instruction, The School is designed for classes of fifty students to 
pursue a two-year course in practical farm management, 


The School was to have opened in early September, 1962. However, construction 
of the School plant is not yet finished and probably will not be completed before 
January-February, 1963 at the earliest. According to Dr. (fmm) ROSKE, supervising 
engineer at the site, the West Germans have encountered innumerable difficulties 
and roadblocks in fulfilling th{s commitment with the result that a certain 
amount of friction has been generated between the two Governments, Further, the 
School's location is basically unsatisfactory and the prospects of its 
successful operation are not good, The GFRG originally estimated that the tetal 
cost of the project would be DM 3.3 million, However, it now appears that the 
total cost will exceed DM 5,0 million, Successful implementation of this project . 
has been hindered, Dr. Roske said, both by the school's location and the 
failure of the Iranian Government to cooperate in clearing the West Germans! 
building materials and equipment through customs and expediting internal shipment 
from Khorramshahr to Aliabad, The customs difficulties were solved recently 
but the problem of location still, of course, remains, 


The Iranian Government offered three alternative sites for the School: one 
inAzerbaijan, one near Meshed, and Aliabad, The Germand chose Aliabad as the 
most suitable of the three. (The Azerbaijan site was considered out of the 
question because of the proximity of the Soviet border.) However, the Shiraz 
site was obviously not really suitable, There is already an Agricultural 
Vicational School in Shiraz; hence the School is duplicative of existing faellities, 
Because it is 120 kilometers from Shiraz and approximately 2000 feet higher in 
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altitude, the School will be at a distinct competitive disadvantage inc selling 
its agricultural produce on the Shiraz Bazaar. Ibs crops will ripen several 
weeks Later and have a longer journey to maket than competing produce from the 
immediate vicinity of Shiraz. 


The 1000 hectares of land donated to the School by the Iranian Government 
are also inadequate, Dr. Roske said. Of this amount, only 400 hectares can be 
cultivated, The remainder is either too sloping, too rocky or saline, The 
School is now threatened with the loss of 60 of these arable 4,00 hectares, 
Eleven small landowmers in a nearby village have asserted title to these 60 
hectares and all efforts of the Germané to resolve this matter have come ‘to 
naught. In late August, 1962, Governor General Qolam Reza FULADVAND of Fars 
Province came to Aliabad to straighten the matter out, However, Dr. Roske 
reports that he came, departed and accomplished nothing. Dr. Roske implied that 
these 60 hectares ofthe best land the School has at its disposal may well prévide 
the margin necessary to make the School's operations self-sufficient. 


- To date, the Germans have not been able to Learn any details of the IranianMi 
Government's activities with respect to the School, It is not clear where the 
students or teachers are going to come from, how they will be selected, and 
if they will be on hand when the schebl plant is finished, 


COMMENT : 


The German engineers working at the School were clearly embarrassed by the 
visit of an American group at this time, While they were extremely reserved in 
their comments, they did convey the impression that they have been thoroughly 
disillusioned by their experiences in dealing with the Iranian Government, No 
satisfactory explanation was offered why the GFRG agreed to construct the 
School at an unsatisfactory site.and thereby run the risk of having the project 
fail to get off the ground. 


Dr. Roske did admit that the Germans' customs difficulties could only 
be resolved after some vigotous pounding of desks in tehran, He appeared 
to believe that the land title question would also have to be solved this way. 
While this project is not a large one, it appears to have generated friction 
between the two Governments out of all proportion to its Sizee 


The Germans on the spot at Aliabad have been completely soured by their 
experience in foreign aid. Making due allowance for the temptation to. blame» 
the Iranians for all their difficulties, if the Germans' account of the 
problems and frictions generated by this project is essentially correct, it is 
possible that the Aliabad experience will dampen the enthusiasm of the GFRG 
for invoWing itself in future tec al a Lay projects in Iran, 


Victor Wolf, 
American Consul 
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